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General Business Conditions 


HE month of March has strength- 
ened the convictions of those who 
believe that the factors making for 
good business are still in the ascend- 
ancy. Late in 1926 business experi- 
enced some let-up which was cause for con- 
siderable questioning among business men as 
.to whether the long expected termination of 
‘prosperity were not at hand. Since the new 
year, however, business has been slowly but 
‘steadily improving, until it is now pretty 
‘clear that the recovery has been genuine. 
Favorable Spring weather during most of 
March has been a factor in the better feeling 
prevailing in business circles, and has been 
particularly stimulating to the automobile and 
tire industries. Motor sales have been boosted 
sharply by the warm weather, and tire manu- 
facturers have been running on heavy sched- 
ules to fill the demand from dealers. Other 
activities due to gain from a continuation of 
mild weather are oil consumption, retail buy- 
ing, building and seasonal agricultural work, 
all of which a year ago were handicapped by 
the long cold Spring. 


Industrial production, though heavy in in- 
dividual lines such as iron and steel and tires, 
has not been generally up to the levels of 
1926. Output, however, has shown a good in- 
crease since the first of the year and is in good 
volume as measured by the totals of most pre- 
vious years. Some caution in expanding pro- 
duction is a healthy sign, as there is nothing to 
suggest the likelihood that manufacturing will 
experience any serious let-down. Distribution 
is going on in large volume, and as low stocks 
are the order of the day, new goods must be 
made up to replace those going into con- 
sumption. 

Retail trade, measured by department store 
and chain store sales, is showing a fair gain 
over a year ago, and promises to be better 
with a continuance of good weather condi- 
tions. Mail order sales, though running below 
those of a year ago, are making a by no means 
unsatisfactory showing if consideration is 
given to the lower catalogue prices and the 
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difficulties through which many of the farming 
sections have been passing. 


Bank checks drawn and cashed throughout 
the country and railway traffic continue at 
high levels. Bank debits, as the former figures 
are called, for 141 principal reporting cities 
aggregated $53,190,629,000 for the four weeks 
ended March 23, compared with $50,507,372,000 
for the corresponding period of last year, an 
increase of 5.3 per cent despite the lower level 
of prices. Railway carloadings passed the 
million mark for the first time this year in 
the week of March 12, or nearly nine weeks 
earlier than last year. While objection may 
be made that shipments of coal in anticipation 
of a strike are largely responsible for these 
heavy loadings, the movement of merchandise 
and miscellaneous freight has continued at 
record levels. 


Barring last minute developments the threat- 
ened suspension of coal mining will take place 
April 1 in the Central Competitive Field, in- 
cluding Western Pennsylvania, Ohio, Indiana 
and Illinois. Mine owners and workers have 
been unable to agree on a contract to replace 
the expiring Jacksonville wage agreement, the 
operators demanding concessions to enable 
them to compete with non-union fields paying 
a lower scale, and the union being firm against 
any reduction whatsoever. With reserve sup- 
plies of soft coal estimated at 70,000,000 and 
80,000,000 tons, and with two-thirds of the coal 
production recently estimated as controlled by 
non-union labor, the country is showing little . 
uneasiness over immediate strike possibilities, 
and coal prices have continued to ease grad- 
ually to levels far below peak levels of last 
year. 


Clearly business generally is still above the 
normal, and there is nothing now in sight to 
indicate that it may not go on this way for 
some time. That it will overtop the record 
of 1926 seems unlikely in view of the improba- 
bility of a further expansion in the building 
and automobile industries. That it will fall 
seriously below that of 1926 seems equally un- 


Those desiring this Letter sent them regularly will receive it without charge upon application 





April, 1927 


(ape REE Ro OMINOUS) ok) SR OA Re Le a a ee ee eS a 


likely so long as credit supplies continue in 
their present abundance. 


The Further Decline of Prices 

The general tendency of commodity prices 
has continued downward, as indicated by Pro- 
fessor Fisher’s index of 205 articles which in 
the week of March 20 touched 139.6 per cent 
of the 1913 average, the lowest in five years 
and almost down to the post-war low point of 
138 reached in January 1922. Much has been 
said of the decline in agricultural prices, but 
non-agricultural prices have been falling too. 
In January of this year the average of non- 
agricultural items included in the Department 
of Labor’s wholesale price index stood at 156 
per cent of the 1913 average, down 5 per cent 
from a year previous and practically equalling 
the lowest point touched in the depression of 
1921-22. 

The decline of prices, it is interesting to 
note, has not been confined to this country, 
but has been in evidence in foreign countries 
as well, as indicated by the following table 
showing the price indexes for leading coun- 
tries in February of this year, a year ago, 
and two years ago. The sweeping declines 
thus indicated, enabling business to be carried 
on with a smaller volume of bank credit, ex- 
plain in part at least the decline in money 
rates that has been equally widespread over 
the same period. 


Wholesale Price Indexes of 17 Countries 
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Effect of Declining Prices on Profits 
While business volume continues at high 
levels, complaints as to the inadequacy of 
business profits continue to be heard, and ap- 
prehension is frequently expressed as to the 
effect of the continued decline of prices on 
earnings. Undoubtedly a period of falling 
prices does increase the difficulties of doing 
business, but before placing too much reliance 
on much that is heard regarding profits it 
would be well to recall that complaints on this 
score were no less numerous early in 1926, a 
year which is now demonstrated, both by cor- 
poration statements and by income tax re- 
turns, to have been one of the most prosperous 


























on record. Business is constantly changing, 
and the state of the textile industry during 
the past few years is an impressive reminder 
that all lines are seldom prosperous at the 
same time. There is always someone who is 
not getting his full share of the business, and 
his complaints are usually more audible than 
the expressions of those who are. The fol- 


lowing diagram, reproduced by permission of 
the Standard Statistics Co. of New York, indi- 
cates what the final financial showing for the 
year was so far as the country’s leading cor- 
porations are concerned. These results, it is 
to be noted, were accomplished in a period of 
falling prices. 





Comparison of Profits 
‘The bars in thin chart show, fer selected groups of 
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Curiously enough, 1926 was a year not only 
of bigger profits by the big corporations, but 
was also a year of increased business failures, 
the latter tendency continuing into the early 
months of 1927. The following table compar- 
ing Dun’s record of failures for the past four 
years shows a steady increase in the number 
of insolvencies, while by contrast the aggre- 
gate liabilities and average liabilities per firm 
failing have almost as steadily decreased: 

No. of 

Failures 

1923 18,718 

1924 20,615 

1925 21,214 

1926 21,773 
Change of 1926 from 1923 +16.3% 


Amountof Average 
Liabilities Liability 
$539,387,000 $28,816 
543,225,000 26,351 
443,744,000 20.918 
409,232,000 18,795 

—24.1% —84.8% 

Apparently, falling prices and increased com- 
petition have been particularly hard on the 
small fellow, while the big fellow enjoying 
quantity production and able to introduce large 
scale economies in manufacture and distribu- 
tion has gone ahead. The trend of the times 
is more and more in the direction of doing busi- 
ness in larger units, as shown not only by the 
higher failure record among small concerns 
but also by the tendency towards mergers and 
consolidations which has received impetus 
from the ease with which funds can be obtained 
to carry through these undertakings. It is by 
these processes that the excess capacity exist- 
ing in numerous lines of industry works out 
its own cure. 
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That the tendency to concentration is not 
new, however, is shown by the following table 
of Census figures indicating from 1914 to 1923 
the relatively more rapid growth in total fac- 
tory output and number of workers than in 
number of establishments. While the 1925 
Census figures are not yet available there is 
little doubt but that they would indicate a con- 
tinuation of this trend. 


r , 

i if : 

a ne 

1914... 177,000 6,896,000 $23,988,000 
214,000 9,000,000 62,042,000 
196,000 6,947,000 43,653,000 
196,000 8,778,000 60,556,000 171 








$24,730,000 
31,177,000 
26,140,000 
35,413,000 


er 
+10.7% +27.3% +43.2% 





Building and Manufacturing 


With the United States Steel Corporation 
operating practically at capacity and the in- 
dustry as a whole averaging around 95 per cent 
at the end of March the month will come close 
to setting a new record for steel production. 
Some of this activity is undoubtedly due to 
stocking of steel against the coal strike, but 
real demand has been good for a broad line 
of products. Prices, which weakened consider- 
ably earlier in the year, have been much 
steadier, and scrap and pig iron have advanced 
somewhat on strike prospects. ; 

Unfilled orders of the Steel Corporation were 
down 203,058 tons at the end of February, and 
at 3,597,119 tons were down to what in the 
old days of heavy advance orders would have 
been depression levels. Now, however, they 
get scant attention. Evidence of the sweeping 
change that has occurred in buying habits in 
the steel industry appears in the fact that 
though steel production is at record levels, 
unfilled orders are less than half what they 
were in the peak month of 1923 and less than 
a third the maximum touched during the boom 
of 1919-20. 





The Building Situation 


Demand for structural steel has continued 
good, with February bookings at 69 per cent 
of reported manufacturing capacity, as against 
58 per cent in February a year ago. General 
building continues to hold up, as shown by 
February contract awards for 37 states which 
were only 3.4 per cent below those of Feb- 
ruary last year. For the two months of Janu- 
ary and February total awards ran 10 per cent 
under those of last year, which is in line with 
predictions that the volume of building this 
year may be somewhat smaller than that of 
1926. 


Sustained activity in the real estate market 
was indicated by the index of real estate trans- 
fers computed by the National Association of 
Real Estate Boards, which stood at 180 for 
February, as against 170 in January and 185 
in February a year ago, the 1916-23 average 
being the base of 100. 

Lumber business, which has been generally 
backward since the first of the year, showed 
improvement in March, leading softwood mills 
in the week of the 19th reporting production, 
shipments, and orders on a par with those of 
last year. Hardwood business, however, con- 
tinues to show a loss from a year ago. 


Automobile Production 


Passenger car production in February totaled 
260,330, as against 319,763 in February a year 
ago, and Detroit employment figures available 
through March 24 have also been considerably 
under those of 1926. These figures, however, 
are not entirely representative of the situation 
in the industry as a whole, in that the losses 
are caused by the figures of one or two indi- 
vidual producers whose output ordinarily 
makes up a large part of the total. Most com- 
panies are operating at high level, with some at 
capacity. 

How successful the Spring season is to be 
will be determined pretty conclusively during 
the next four weeks. Thus far at least, busi- 
ness, thanks to the mild weather, has been 
satisfactory for most manufacturers. 


The Improvement in Textiles 


Good reports are still to be had from the 
cotton and silk branches of the textile industry. 
Cotton mill activity has continued to increase 
both in New England and in the South, with 
night operations common in the southern sec- 
tions. Extension of over-time work in Febru- 
ary was shown by an increase in spindle ac- 
tivity, to 1068 per cent of single shift 
capacity, compared with 102.3 per cent in 
January and 103.2 per cent in February, 1926. 

Mill consumption of raw cotton during Feb- 
ruary, aggregating 590,447 bales, was at the 
highest daily rate on record, and brought total 
consumption for the seven completed months 
of the cotton year to 4,024,487 bales, as against 
3,745,552 bales in the same period of last year. 
With exports totaling 7,699,519 bales for the 
seven months as against 5,986,630 a year ago, 
the combined total of domestic consumption 
plus exports foots up to 11,724,006 bales, or 
approximately 2,000,000 bales more than the 
total of 9,732,182 bales consumed and exported 
in the corresponding period of last year. 

Further striking evidence of the improve- 
ment in cotton goods appeared in reports com- 
piled by the Association of Cotton Textile 
Merchants of New York, which showed that 
while production of standard textiles during 
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February increased 8 per cent over February a 
year ago, sales increased by 37.3 per cent and 
shipments by 12.6 per cent. Stocks on hand 
on February 28 were 27.6 per cent below stocks 
on hand February 28, 1926, while unfilled or- 
ders at the close of February this year were 
62.6 per cent greater than on the corresponding 
date a year ago. 

All in all, the cotton industry regards the 
outlook more favorably than at any time for 
several years past. 

Silk business has also been active, mill con- 
sumption of raw silk in February being above 
that of a year ago. Rayon continues in de- 
mand, prices have again been marked up, and 
some producers are having to apportion output. 

Woolens, on the other hand, are in the least 
satisfactory position of the principal textiles. 
Emphasis was laid on the difficulties which 
the industry has been experiencing by publica- 
tion of the annual report of the American 
Woolen Company for 1926 showing a deficit 
after dividends and depreciation of $7,727,595, 
compared with $2,555,578 in 1925. Preferred 
shares of the company, which is the largest 
single factor in the woolen industry, sold down 
to 59 on the New York Stock Exchange, the 
lowest price on record, while the common at 
1834 touched the lowest price in 24 years. For 
those who believe that agriculture has had a 
monopoly on all the troubles of the past few 
years the following table of American 
Woolen’s earnings since 1909 is deserving of 
attention. 

*Operating Deprec- 
Year income _ ciation 
1909 cccccosssssssesseereeees $5,798 $1,619 


Div. 
paid 
$2,800 
2,800 657 
2,800 426 
2,800 418 


Surplus 
$1,569 


2,800 13,980 
2,800 fil 
2,800 1,281 
3,800 2,064 
3,800 7,083 
4,800 5,273 
6,000 5,780 
4,783 7156 
5,600 407 
5,600 655 
5,921 739 
5,025 $11,969 
3,504 $2,555 
3,501 $7,727 


* After tax reserve in years subsequent to 1916. 
t Deficit. 


Commenting on the report for 1926, Andrew 
G. Pierce, president of the company, sums up 
the difficulties to which American Woolen 
and the industry generally has been subjected 
as follows: 


The company was subject last year to the same 
trying conditions, i. e., falling raw material markets 
and lack of demand for product, with which all 
branches of the textile industry had to contend. The 
combination is one which renders manufacturing and 
merchandising operations extremely difficult and 
makes it almost impossible to operate at a profit. 





An average 20 per cent decline in wool prices en- 
tailed not only a severe shrinkage in the value of 
the company’s raw material supplies, but automatical- 
ly affected stock in process and finished goods. This, 
coupled with the abnormally poor demand for goods, 
tells the story. 

Buying of goods was and still is of the hand-to- 
mouth variety that prevents the large-scale manu- 
facturing operations that spell substantial profits. 
The government figures indicate that the woolen and 
worsted industry in 1926 operated at about 62 per cent 

The number of individual buyers on the 
company’s books is larger than ever; but while wid- 
ening distribution is obviously a sign of good mer- 
chandising and implies a firm grip on the trade, it 
involves additional selling expense without propor- 
tional gain of income. 


Indication that the future is not yet entirely 
clear appears in the closing during the past 
month of a number of the company’s smaller 
New England mills. Demand for goods has 
been slow to improve, though this is attributed 
in part to the lateness of Easter, and a better- 
ment is hoped for later on. Favorable factors 
in the general situation are the outlook for 
stable wool prices and the considerably im- 
proved financial condition of the leading inter- 
est, as evidenced by the reduction of bank 
loans, increase in cash, and decline in inven- 
tory to the lowest since 1922. During the 
month the American Woolen Company offered 
its Fall lines of women’s wear fabrics at prices 
generally slightly above those of Spring, 1927, 
or Fall, 1926. 


Money and Banking 





Money rates have been generally steady 
during the past month, with the tone of the 
market slightly firmer in response to Spring 
agricultural and commercial demands. Call 
money has been chiefly 4 per cent up to the 
close of the month when preparations for the 
heavy April 1 disbursements were instrumen- 
tal in causing the usual stiffening in rates. 

Time money continued to be quoted at 4%- 
4% per cent for 60-90 day loans and 4% for 
longer maturities, while bankers acceptances 
were unchanged at 334 bid, 354 per cent offer, 
for 90-day bills. 

In commercial paper a slightly firmer tone 
was manifest, the prevailing rate for prime 
names in the open market going % of one 
per cent higher to 4% per cent, in response 
to somewhat enlarged offerings of paper for 
seasonal requirements. 


Bank Loans Increase 


At the member banks the tendency of loans 
was upward during the greater part of the 
month. Commercial loans, as customary at 
this season, recorded a substantial gain and 
for the 674 banks in principal cities report- 
ing weekly to the Federal Reserve Board 
stood on March 23 at $8,827,000,000 or $204,- 
000,000 higher than a year ago. 

Reflecting broadened activity and rising 
prices in the stock market brokers’ loans and 
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loans secured by stocks and bonds, which in- 
clude the former, rose $122,000,000 and 
$134,000,000, respectively, between the middle 
of February and the middle of March. This 
movement, however, was halted in the week 
of March 23, when brokers’ loans decreased by 
$39,000,000 to $2,802,000,000. At these levels 
the total was still $337,000,000 below the total 
in February a year ago just preceding the 
March break in the stock market. 

A feature of the bank statements since the 
first of the year has been the steady increase 
in security investments, representing the 
mounting overflow of funds not required in 
commercial channels. During the week of 
March 16 the total jumped $290,000,000 to a 
new high record, apparently reflecting sub- 
scriptions by the banks to the new issue of 
Treasury certificates on March 15. A sharp 
increase in such holdings on issue dates is 
customary as the banks buy them partly to 
pass on to their customers, and ordinarily the 
totals are reduced in succeeding weeks. 


At the Reserve Bank 


The outstanding feature of the Reserve 
bank statement is the evidence revealed that 
the expansion of member bank loans and in- 
vestments has been based on resources of the 
member banks themselves and not upon any 
dependence upon the central banks. Discounts 
and advances of the combined twelve Re- 
serve banks on March 23 were $161,000,000 
below those of a year previous and only $92,- 
000,000 above the January low point. On 
March 23 the only Reserve bank lending more 
funds than a year ago was Minneapolis. This 
bank has been running steadily below most of 
the year and got above for the first time on 
the foregoing date. 


Effect of Gold Imports 


Undoubtedly the chief source of credit mak- 
ing power for the member banks has been the 
import of $71,916,000 net of gold since the 
beginning of the year, chiefly from Canada. 
Member banks, by depositing this gold in the 
Reserve banks, have increased their reserve 
balances at the central institutions and conse- 
quently their lending power. Another thing 
that has helped to enlarge the amount of 
credit outstanding is the fact that the expansion 
in deposits has been almost wholly in time de- 
posits against which only 3 per cent reserve 
is required instead of demand deposits requir- 
ing 13, 10, or 7 per cent reserve, depending 
upon whether the banks are located in central 
reserve, reserve, or “country” districts. 

Due to the imports early this year monetary 
stocks of gold in this country are again at 
record high levels, standing at $4,586,000,000 
on February 28. The previous high point was 
on November 30, 1924, when the total was 





$4,570,000,000. Between that date and June 
30, 1925, gold stocks fell off, due to a net ex- 
port movement of $180,000,000, of which a 
large part represented withdrawal by Ger- 
many of the proceed of the German loan 
floated in this market. 


Outlook for Money 

With gold stocks of the country at new high 
levels, and Federal reserve credit outstanding 
at the lowest levels since 1924, the outlook is 
for a continued ample supply of funds for busi- 
ness purposes. During the next few months 
seasonal tendencies will be in the direction 
of further ease of rates. A factor, however, 
which may modify these tendencies is the pos- 
sibility of gold exports to Canada. Canadian 
exchange, on prospect of an early opening of 
navigation, is moving rapidly towards the gold 
export point for this country. Last April 
we shipped $16,000,000 in gold to Canada, and 
there is the possibility of a similar movement 
this year which would tend to diminish excess 
funds in this market. 


The Situation in Agriculture 





The reports of the Department of Agricul- 
ture upon reserves of grain on March 1, in- 
tentions of farmers to plant, and the recent 
pig census do not of themselves forecast much 
change in agricultural conditions. Of course 
acreage alone does not determine crop yields, 


and intentions to plant may not be carried out. 
The purpose of the Department in asking 50,- 
000 farmers in different parts of the country 
to state their intentions to plant is to reveal 
the drift in time for the farmers themselves to 
correct it if they think best to do so. The poll 
indicates sowings of Spring wheat upon 
101.8 per cent of the area sown in 1926, but the 
increase is in the durum variety, not used for 
ordinary flour. Corn acreage would be slight- 
ly reduced in the north central states but in- 
creased in the south, giving in the aggregate 
101.8 per cent; oats 103.2 per cent, barley 114.3, 
flax 88.7, rice 93 per cent, potatoes 114.9 per 
cent, sweet potatoes and yams 132.5 per cent, 
peanuts 138.8. The acreage in winter wheat, 
allowing for the average abandonment over 10 
years, is 98.1 per cent of the area harvested 
last year, but reports indicate that the crop 
has come through the winter in fine condition, 
hence the abandonment probably will be small. 

The Government report of grain stocks 
March 1 had a bearish effect on the markets. | 
The figures show 277,000,000 bushels of wheat 
in all positions, an increase of 54,000,000 bush- 
els over last year. Exports from all countries 
in the crop year to date are nearly 100,000,000 
bushels larger than last year, and reports 
agree that the grain has been moving steadily 
into consumption. The United States, Argen- 
tina, Australia and Russia have supplied the 
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increase. According to the advices received by 
the United States Department of Agriculture 
the Russian wheat crop in 1926 was about 
800,000,000 bushels and the exports will aggre- 
gate 35,000,000 to 45,000,000 bushels. 


Although importers’ stocks in Europe are 
light, buying is on the hand to mouth order, 
there still being considerable wheat in sight 
in exporting countries, particularly Canada. 
Supplies and consumption of wheat have been 
rather closely balanced over the last four years, 
and there has been talk of shortage in each 
year, but prices have declined in the last quar- 
ter of each crop year, except in 1924, when 
there was a rise in June on poor prospects for 
the new crop. At this time the general out- 
look for the new crop is considered good, and 
prices have yielded in consequence. 

The important wheat region of the United 
States including the west central states from 
Mexico to Canada, has a good supply of mois- 
ture in the ground and a good crop is looked 
for in both ring and Winter wheat sections. 
About a year ago we published a letter from 
a correspondent in the Southwest about the 
prospects for increased production of Winter 
wheat on the arid lands of that region which a 
few years ago were thought unsuitable for 
grain-raising. He described the new combined 
harvesting and threshing machine and pro- 
nounced it an important factor in the devel- 
opment. His letter aroused criticism, but the 
increased acreage of wheat now in sight and 
the performance of the “combine” on the last 
crop have gone far to justify his views. Rail- 
way authorities are placing the wheat acreage 
increase for 1927 over 1926 in Texas at 25 per 
cent, and in Oklahoma and southern Kansas at 
10 per cent. Wheat is being produced in that 
region at lower cost than it ever has been any- 
where else. According to the Kansas State 
Department of Agriculture one-third of the 
1926 wheat crop of that state was harvested 
with this “combine.” 


The Feed Grains 


The feed grains have suffered another serious 
drop in price during the past month, the report 
of stocks on March Ist being a contributing 
factor. Increasing stocks in sight have been 
depressing corn for several months. The 
estimate of corn on farms was 1,113,691,000 
bushels, or 42.1 per cent of the 1926 crop; 
oats 423,957,000 bushels, or 38.4 per cent of the 
crop. An explanation of the low prices for 
these grains has been given repeatedly in 
these columns, and is to be found again in 
this estimate. It is calculated that only about 
16.5 per cent of this corn crop and 24.8 per 
cent of the oat crop will be shipped out of the 
counties in which grown. These crops are 
grown as feed for live stock, have but little 
market except for that purpose, and when pro- 


duced in excess of that demand the accumula- 
tion of supplies inevitably brings down the 
price. The low prices for these grains is the 
outstanding cause of the agitation in the Mid- 
dle West for farm relief. We gave last month 
a lengthy extract from a bulletin issued by the 
Iowa State College of Agriculture, discussing 
this subject, and give below a statement by 
the Dean of that institution, a man whose 
opinions as an expert upon agricultural econo- 
mics carries as much weight as that of any 
man in the country: 


CORN VERSUS GASOLINE 
By Dean C. F. Curtiss 


The farmer’s chief trouble is obviously a surplus 
of corn, and consequent depression of prices. The 
remedy lies in smaller production or increased con- 
sumption. The present trouble is due to declining 
consumption, and the farmer is himself to blame for 
the situation to the extent that he has substituted 
mechanical power produced by gasoline, for horse 
power produced by farm feeds. 

The horse will not again occupy his former place 
in city dray work, nor will he ever again be restored 
to the service usurped by the automobile. 

The farm motive power situation is different. More 
motive power is used on the farms of the United 
States than in any other industry. Horse power is 
in the last analysis the economical power on the 
farm. 

There are now about 5,000,000 less horses in the 
United States than there were ten years ago. That 
number of horses would consume more than the an- 
nual surplus of corn and oats. If motorization of the 
farms goes on, the surplus of grain will increase. If 
the horse breeding industry is not restored, motoriza- 
tion of the farms will be imperative. The farmer 
himself holds the key to the situation. If he chooses 
to substitute gasoline for corn, he will, in the end, 
pay more for gasoline and take less for corn. The 
farmer who raises corn to sell will pay the penalty. 
The stock farmer will fare better, though cheap corn 
tends to produce a surplus of live stock products. 

The farmer who substitutes gasoline for corn in 
producing motive power should weigh well some 
fundamental facts: 

1. Gasoline driven substitutes for the horse do not 
consume any farm products. On the contrary, 
they entail heavy expenditures for initial pur- 
chase and operating cost. 

2. They do not reproduce themselves on the farm, 
but entail heavy expenditure for renewal. 

3. They leave no fertility on the farm, but the prac- 
tice growing out of their use tends to impover- 
ish the soil. 

4. They displace an important outlet for farm 
grains. 


This is very much to the point and names 
only one of the causes of diminished con- 
sumption of corn on the farms. Hogs are the 
largest consumers of corn, hog receipts at the 
markets in the past year have been below 
normal, and the Department reports that this 
situation is likely to continue throughout this 
year. While it is true that an increase in the 
production of hogs would have an effect upon 
the price of hogs as well as of corn, a moder- 
ate increase undoubtedly would increase the 
aggregate return of farmers from hogs and 
corn, for the high price of pork products tends 
to reduce consumption and particularly for- 
eign consumption of the American product. 
If we are going to look for relief to exports 
of anything it should ‘be exports of meat prod- 
ucts rather than of corn. 





Live Stock Situation 


The aggregate amount of beef turned out 
by slaughtering establishments in 1926 was 
the largest on record. The average cost of all 
cattle to slaughterers was 21 cents per 100 
pounds in excess of that for 1925. On the 
other hand, the number of hogs slaughtered 
was the lowest since 1921, being 40,636,208 
head of inspected animals, against 43,042,867 
in 1925, which in turn was lower than the pre- 
ceding year. Average cost was $12.86 per 100 
pounds, as compared with $11.79 in 1925. The 
number of sheep and lambs killed under Fed- 
eral inspection was 12,960,878, the largest since 
1921, against approximately 1,000,000 less in 
1925, and the average cost declined from $14.22 
per 100 pounds to $12.86. Sheep were on a 
declining scale of prices, but hogs were rising 
and cattle were tending slightly upward on 
the whole, although some classes showed 
losses. Swift’s Year Book for 1926 gives the 
following figures as representing the average 
prices paid by them for cattle, hogs and sheep 
in the years 1924, 1925 and the first eleven 
months of 1926: 

1924 1925 1926 


$ 7.08 
11.54 
14.40 








Experienced observers generally pronounce 
the cattle situation favorable to producers. 
The industry is judged to be on the up grade, 
after a long period of liquidation. Average 
beef steers in the past month were about $1.00 
per hundredweight above the prices of a year 
ago. The market for stockers is strong. 
Lambs are bringing better prices than a year 
ago. 

It is a remarkable fact that the ratio of the 
cattle population to the human population in 
this country has been steadily declining since 
1900, until it is little more than one-half of 
what it was in that year. The official figures 
of the percentage of cattle to human beings 
in 1900, 1927 and three intervening years are 
given below: 

0.89 
0.67 
0.63 
0.55 
0.49 

















This decline is not all due to falling off in 
beef consumption, for we are almost out of 
the export business, but the falling off in the 
number of cattle is another factor in the slack 

_demand for corn. 

Meat is not the only food product which 
is in less demand. The Food Research Bu- 
reau of Leland Stanford University reports 
that per capita consumption of wheat-flour 
fell off 10 per cent between 1904 and 1919, and 
by a higher percentage in later years. The 
Journal of American Medical Association esti- 
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mates the decline in flour consumption at 21 
per cent in 21 years. The following state- 
ment of reasons is given: 


First, there has been a tendency to replace the 
cereals with sugar. Whether or not Volsteadism has 
had anything to do with this is uncertain. In large 
part, increased sugar consumption is probably the 
continuation of a change that has been in progress 
for twenty years or more. 

Second, the total per capita food requirement has 
declined, perhaps because there is more machine and 
office work and less manual labor than formerly. 

Third, along with greater prosperity of laborers 
since the war has come diversification of diet.and in- 
creased consumption of more expensive foods. As a 
consequence, flour has been replaced to some extent 
by fruits, vegetables and dairy products. 


Surely producers must take some account of 
changes in the consumption demands. It is 
unreasonable to think that producers can ig- 
nore the wants of consumers and trust to 
legislation for protection against the effects 
of their policies upon prices. 


The Dairy Industry 


The dairy industry on the other hand shows 
a contrast to declining consumption of other 
products. The consumption of dairy products 
is increasing not only by the increase in popu- 
lation but by higher per capita use. Receipts 
of milk in New York City were 4.4 per cent 


_ larger in 1926 than in 1925 and 12 per cent 


larger than in 1923. According to all reports 
the dairy industry in 1926 had one of the most 
prosperous years in its history, its profits being 
increased by the low prices for the feed grains. 
Hoard’s Dairyman, in its review of dairy mar- 
kets in 1926, says: 


Disregarding the increased production per cow that 
has taken place in the past ten years and that has 
had an important part in increasing dairy farm re- 
turns, cost formulas for feed and market prices of 
dairy products show a very satisfactory condition 
prevailing in the industry. The spread between the 
feed cost of market milk and price received was $1.74 
in 1926. This is 23 cents above 1925 and is exceeded 
only by a few cents in 1919 and 1920. Producers of 
cream made into butter received a return of 25.9 
cents a pound fat above feed cost in 1926, which is 
2.4 cents above the spread in 1925 and is exceeded 
only slightly in 1923 and 1919, with the return in 
1920 being 3.4 cents greater. 

The number of cows has decreased from 22,481,000 
en January 1, 1925, to 22,148,000 on the same day in 
1926 and finally to 21,824,000 on January 1, 1927. This 
is a decrease in two years of 657,000 head, or nearly 
three per cent. That there is no immediate danger 
of overproduction by increase in number of cows is 
indicated by the fact that there are 115,000 fewer 
heifers between one and two years than there were 
two years ago, although the number is four per cent 
greater than a year ago. Value of cows is 23 per cent 
greater than two years ago and 9 per cent greater 
than one year ago. 


The Bureau of Agricultural Economics of 
the United States Department of Agriculture 
in its review of the dairy industry in 1926 says: 


The close of the year finds the domestic situation 
on a sound basis, with the lighter 1926 production and 
an active consumptive demand standing out as pri- 
mary elements of support. Prices are high, especially 
butter prices, but the inventory of reserve stock on 
pomes rane that it is plainly a case of supply and 

emand. 


Butter is bringing much higher prices in the 
United States than in any other country. New 
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Zealand butter of guaranteed quality has been 
offered, c. i. f. (cost, insurance and freight 
paid) at New York, in the past month at 33 
to 33% cents, and a considerable amount of 
butter from various foreign sources has come 
in, subject to the 12 cent duty. 

Storage stocks have been very light since 
the middle of February. 


The. Cotton Outlook 


The final ginning report shows the equiva- 
lent of about 18,000,000 500-pound bales, ex- 
clusive of linters. This is about 700,000 bales 
under the Department’s December estimate 
of the crop, but estimates of probable aban- 
donment ran considerably above that number 
of bales, and on the whole the ginning returns 
may be regarded as justifying the estimate. 
Indeed the Department predicted that the fig- 
ures of the estimate would be modified by 
abandonment. Accepting the ginning figures 
as the full crop, the yield is 1,565,000 running 
bales larger than last year’s, and it is signifi- 
cant that the trade regarded the report as 
bullish, although the price had advanced 2 cents 
above the December low. Evidently confi- 
dence has had a healthy growth since Decem- 
ber, attributable to a very active demand for 
cotton goods in this country, exports 
2,100,000 bales larger than those of last year 
to date, and reports of a prospective decline 
in world’s production this year. Reports from 


abroad indicate that the cotton goods indus- 
try has been very much encouraged and stimu- 
lated by the lower price of its raw material, 
enabling it to offer its products at lower prices. 
Lancashire, the most important factor in the 
world’s cotton trade, has experienced very sub- 


stantial improvement. Mill operations have 
gone up from 60 to 65 per cent of capacity 
a few months ago to 80 or 85 per cent. It is 
interesting to note that Germany leads all 
countries in imports of American cotton from 
August Ist to March 25th, having taken 2,325,- 
872 bales against 1,458,801 in the correspond- 
ing period of last year, while figures for Great 
Britain are 2,147,722 against 1,885,434 last year, 
for France 849,208 bales against 747,000, Italy 
605,799 against 501,445, Russia 169,286 against 
103,773, Japan and China 1,363,525 against 
879,281. The Liverpool stocks at the last 
named date were 1,330,000 against 840,000 last 
year and continental stocks 1,152,000 against 
595,000. Exports in this crop year are likely 
to run up to 10,600,000 to 10,750,000 bales. 
One notable feature of the situation is that 
American spinners seem not to have been as 
much disposed to accumulate cotton as for- 
eigners, for while they have consumed 270,000 
more bales since August Ist than last year, 
their takings of cotton increased only 130,000 
bales. Domestic consumption this year is ex- 
pected to be about 7,400,000 bales. 


Except by comparing the increase of stocks 
on the other side with exports, there is little 
on which to base an opinion as to how far the 
increased mill activity abroad signifies goods 
moving into consumption, but feeling in the 
trade is greatly improved, more goods are 
being made and merchants are buying more 
freely. It has been known that since the war 
the world’s trade in cotton goods has not 
regained pre-war proportions and the fact has 
been generally attributed to high prices. With 
lower prices it has been reasonable to expect 
improvement and the signs indicate that it 
has come. When an increased demand all over 
the world centers on the United States supply 
the situation changes rapidly. 

As a result of the big crop of 1925 the visible 
supply in the United States at the end of the 
crop year increased by 2,182,000 bales and in 
December last it was commonly estimated that 
a further increase of about 3,500,000 bales 
would be shown this year. Now the talk is 
that the increase of this country’s stocks may 
not be more than 500,000 bales. This is a very 
great improvement. 


There remains the question as to how much 
new cotton is coming from the fields this year. 
An official estimate from India places the com- 
ing crop of that country at 909,000 bales less 
than last year and declines are indicated of 
530,000 bales in China and 143,000 in Egypt. 
Taking account of slight gains reported in 
several other countries a net loss of production 
is indicated outside of the United States of 
1,333,000 bales. It has been assumed that there 
will be a reduction of acreage in the United 
States, but there is no basis yet for an esti- 
mate. At the instance of Congressmen from 
the Cotton States, Congress has forbidden the 
Department of Agriculture to make an inquiry 
upon “intentions to plant.” The probabilities 
of course are strong that there will not be such 
a combination of large acreage and favorable 
growing conditions as resulted in the great 
crop of last year. Fertilizer sales thus far 
have been largely reduced. 

The price probably is doing well enough for 
the good of the general situation. The stimu- 
lus to consumption has come from the decline 
in price, and there is danger that the acreage 
reduction will not be as large as it should be 
to avert another addition to the surplus. Re- 
ports as to prospects do not give much en- 
couragement as to a reduction. 

The cotton situation is an outstanding ex- 
ample of over-production which cannot be 
remedied except by the readjustments in pro- 
duction and consumption which naturally re- 
sult from low prices. The acreage planted to 
cotton has been increased rapidly under the 
stimulus of high prices and partly as a result 
of the discovery that cotton can be grown 
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profitably over a large area west of the Missis- 
sippi river which until recently had not been 
thought capable of producing a crop. The 
production of wheat in the same and adjacent 
regions has increased in like manner, but to a 
less extent. Other wheat and cotton regions 
will have to adjust themselves to the fact that 
they have a rival region to take account of, 
but to some extent lower prices and increased 
consumption will aid the adjustments. 


More Wage Increases 


It is a matter of much regret that many 
persons in the Middle West who had set great 
hopes upon the McNary-Haugen bill as a 
means of restoring the normal equilibrium be- 
tween agriculture and the other industries are 
feeling aggrieved over its failure to become a 
law. They had fought for it so long and 
earnestly and were so convinced of the funda- 
mental justice of its purpose that they find it 
hard to accept the result without impatience 
and resentment. In some instances the ex- 
pressions take the form of efforts to create 
class and sectional feeling. In truth there is 
no basis for class or sectional feeling. An 
economic question must be judged by every 
person on the strength of his own analysis and 
it does not afford ground for a grievance that 
one man reaches a different conclusion from 
another. He would be a very poor friend of 
the farmer who would give his support to 
this measure if he believed it would work in- 
jury to the farmers as a class and to the en- 
tire community. Probably a great majority 
of those who opposed the McNary-Haugen 
bill are agreed that the price relations between 
agricultural products as a group and other 
products are unfair to the farmer and would 
like to see that relationship remedied, but 
they have not believed that this bill would 
accomplish the results claimed for it. 

It is pertinent while the defeat of the meas- 
ure is fresh in everybody’s mind to call atten- 
tion to the persistent effort to push up wages 
in the other industries, thereby increasing the 
disadvantage under which the farmer labors. 
We have referred several times to the suc- 
cessive wage advances to different classes of 
railroad employes, not because of any hos- 
tility to railroad men, but because the ef- 
fects of these advances upon railroad charges 
and their bearing particularly upon the farm 
problems have seemed to us deserving of more 
attention than they have received. Within the 
past week an advance of six per cent has been 
granted to railroad clerks and freight-handlers 
on the Eastern lines. Probably this is a logical 
action following the increases granted to other 
railroad employes, and it is unpleasant to 
seem to be opposed to the efforts of work- 
ingmen to better their condition, as they be- 
lieve, but it is impossible to deny the justice 


of the farmer’s complaint that he is at a disad- 
vantage in his relations with the workers in 
highly organized trades. These increases are 
granted in face of the fact that the cost of 
living has been declining, which of itself is 
the equivalent of an increase in wages, while 
the producers of foodstuffs and clothing ma- | 
terials are suffering from declining compensa- 
tion. This disparity of conditions between 
equally deserving groups of workers is unfair 
and uneconomic. It is a menace to the national 
prosperity, but no governmental system as- 
sistance to agriculture can correct this situ- 
ation so long as the other industrial groups are 
able to increase their own compensation at will. 


Bank Credit for Agriculture 


In a discussion of the Federal Reserve sys- 
tem in the March number of this publication 
reference was made to a mistaken idea, appar- 
ently widely held, that the Federal Reserve 
banks do not grant credits upon paper arising 
out of transactions in agricultural products or 
to aid in agricultural production. We gave a 
reproduction of Section 13a of the Reserve act 
to show that the provisions for agricultural 
paper were precisely the same as for all other 
paper, except that agricultural paper was al- 
lowed a term of six months instead of ninety 
days as for other paper. In doing so we in- 
advertently gave the statute as it was before it 
was amended in 1923, extending the permis- 
sible term of agricultural paper to nine months. 
Of course the amendment makes more pro- 
nounced the special consideration given to agri- 
culture, on account of the fact that the pro- 
duction period in agriculture is generally 
longer than in other industries. It should be 
said, however, that paper which has more than 
nine months to run, although rediscountable, 
is not eligible as the basis of currency issues 
unless secured by warehouse receipts—or other 
negotiable documents—conveying or securing 
title to readily marketable agricultural prod- 
ucts or by chattel mortgage upon live stock, 
which is being fattened for market. 

It is to be considered in this connection that 
the limitation as to the time which eligible 
paper may run does not affect the paper itself, 
but only the date at which it may be redis- 
counted at a Reserve bank. The Reserve 
banks rediscount paper for member banks as 
the latter may want to realize upon it, and the 
limitation upon eligible paper refers only to 
the length of time to maturity when redis- 
counted. Thus one year paper which a mem- 
ber bank had held three months would become 
rediscountable. 

At about the same time the above-mentioned 
change in the statute was made, the act author- 
izing the Federal Intermediate Credit banks 
and National Agricultural Credit corporations 
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was passed to enlarge the credit facilities avail- 
able to farmers. The amendment to Section 
13a authorizes these Reserve banks to redis- 
count paper for any Federal Intermediate 
Credit bank and to buy and sell debentures 
and other obligations issued by an Intermedi- 
ate Credit bank or a National Agricultural 
Credit Corporation. 

In this connection it may be added that the 
banking corporations which have organized 
in the South in recent months for the purpose 
of giving aid in carrying the large cotton crop 
are of the Intermediate type, and organized 
under the act of 1923. 

In order to simplify the process of obtaining 
credit and make the provisions of the act more 
explicit in reference to paper offered by farm- 
ers’ cooperative associations, the following 
paragraph was added: 

Notes, drafts, bills of exchange or acceptances is- 
sued or drawn by cooperative marketing associations 
composed of producers of agricultural products shall 
be deemed to have been issued or drawn for an agri- 
cultural purpose, within the meaning of this section, 
if the proceeds thereof have been or are to be ad- 
vanced by such association to any members thereof 
for an agricultural purpose, or have been or are to be 
used by such association in making payments to any 
members thereof on account of agricultural products 
delivered by such members to the association, or if 
such proceeds have been or are to be used by such 
association to meet expenditures incurred or to be 
incurred by the association in connection with the 
grading, processing, packing, preparation for market, 
or marketing of any agricultural product handled by 
such association for any of its members: Provided, 
That the express enumeration in this paragraph of 
certain classes of paper of cooperative marketing 
associations as eligible for rediscount shall not be 
construed as rendering ineligible any other class of 
paper of such association which is now eligible for 
rediscount. 

These quotations and references are a suffi- 
cient answer to the representations that the 
Federal Reserve system does not afford ac- 
commodations to agriculture or accept agri- 
cultural products as a basis of credit. It is 
important that they be generally known and 
also that it be understood that while farming 
lands are not acceptable as the basis of Re- 
serve bank credit, neither are business blocks, 
factories, industrial equipment, railroad prop- 
erty, or fixed property of any kind. The rea- 
son is the same in each case, viz: that they 
are not liquid, in the sense of being readily 
saleable, like products constantly moving into 
consumption. Farm products are first choice 
as security for Reserve bank credit. 

It is important that it be understood that 
the establishment of the Reserve system and 
the adoption of the rules which govern the 
Reserve banks have in no respect lessened or 
restricted the credit facilities which were avail- 
able before. Many persons appear to be under 
the impression that the contrary is the case. 
In fact the national banks and the several 
systems of State banks are operating just as 
they were before the Reserve system was es- 
tablished, except that their facilities for serv- 


ing the public have been enlarged through 
their access to the Reserve banks. By reason 
of the fact that they are assured of always 
being able to obtain cash from the Reserve 
banks, National and State banks are permitted 
to run with smaller reserves, thus enlarging 
their lending power. The conditions upon 
which they make loans have not been altered. 
It is true that in order to obtain credit from 
the Reserve banks they must offer paper of 
the class which the Reserve act makes eligible, 
but in so far as they are able to do business on 
their own resources they are as free as they 
were before the Reserve system was estab- 
lished. The many hundreds of local banks 
which have failed since the Reserve system 
was established either have not been members 
of the Reserve system or they have failed be- 
cause they have tied up too much of their 
resources in paper of the ineligible class. They 
would have failed just the same if there had 
been no Reserve system, and the number of 
failures would have been very much greater. 


The Bond Market 


Under the direct stimulus of the construc- 
tive features of Secretary Mellon’s plans for 
the readjustment of Treasury finances, the 
bond market during March was unusually ac- 
tive at steadily advancing prices. Although 
new issues are still being emitted in record 
volume, their ready absorption is giving the 
market the appearance of continued scarcity. 
Prosperous conditions for several years have 
created a seemingly limitless volume of funds 
over and above the regular needs of business. 
A widening appreciation of the place of sound 
securities in the investment plans of all 
classes is leading to a constantly broadening 
security market. Whether this is due directly 
to the Liberty Loan campaigns or to the in- 
telligent and persistent sales promotion by 
bond houses since, is immaterial. The fact re- 
mains that there is at present an almost in- 
satiable appetite for bonds which even the 
record breaking emissions during recent 
months have been unable to satisfy. 

The Dow Jones average for 40 listed domes- 
tic corporate issues (10 high grade rails, 10 
second grade rails, 10 industrial and 10 public 
utilities) was 97.16 on March 25th, the highest 
point ever reached by the averages since they 
were established in 1915. This compares with 
96.40 on February 25th and 94.03 on March 
25th a year ago. There was consistent im- 
provement in all groups. The average for the 
high grade rails has shown an appreciation so 
far this year of 2.14 points, from a low of 93.26 
to a high of 95.40. The second grade rails 
have risen 1.30 points, from a low of 95.11 to 
a high of 96.41. That bond prices generally 
will continue at high levels for some time to 
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come seems to be forecast not alone by United 
States Treasury operations but by compara- 
tively easy money, large and steadily mount- 
ing gold reserves, and by the downward trend 
in commodity prices which is increasing na- 
tional buying power. 


United States Treasury Issues Soar 

Treasury announcements during the month 
had a decidedly bullish effect upon the market 
for Government securities. First was the an- 
nouncement on March 7th of refunding plans 
to take care of $668,000,000 of March 15th 
maturities. This included offerings of two 
series of Treasury Certificates, one at 3% per 
cent maturing in six months and the other at 
3% per cent maturing in one year. Total 
subscriptions aggregated about $1,250,000,000 
against which allotments were made to the 
extent of $484,295,000, leaving a balance of 
nearly $200,000,000 of free money. The other 
announcement concerned a new issue of Trea- 
sury 34 per cent notes maturing in five years, 
optional after 3 years, which were offered at 
par in exchange for Liberty Second 4%s, the 
volume of new notes issued now to be limited 
to the amount of Liberty Second 4%s ten- 
dered for exchange. According to latest re- 
ports, the amount actually tendered up to 
March 22nd, the expiration date, was $1,354,- 
000,000, or about 44 per cent of the total 


amount of Treasury Second 4%s outstanding 
when the offering was first announced. In re- 
sponse to this operation all of the long term 
Treasury issues climbed rapidly upward. At 
this time they are at or hovering near the 


highest levels for all time. The tabulation 
below giving closing quotations on these 
issues on March Ist and on March 25th shows 
the extent of this advance. 


Market 


March ist 
Treasury 3%s, 
1946-56 104-10 /32 


Treasury 4s, 
1944-54 107- 4/82 108-17 /32 
111-12/32 114 


Treasury 4%s, 

1947-62 

Broader Municipal Demand 

Additional strength was imparted to a mar- 
ket already in a strong technical position by 
the broadest inquiry and heaviest buying of 
municipals seen for several years. The limited 
floating supply and the small volume of pro- 
spective new issues are both factors tending 
to force prices to higher levels. Bidding for 
new issues by dealers has been unusually keen. 
Many close students of the market were op- 
timistic for the future of municipal bonds even 
before the Treasury announcement, and the 
endorsement by the Secretary of the Treasury 
of the prevalent theory has proved a powerful 
stimulus for a general market appreciation. 


Market 
March 25th 


105-23/32 


Advance 
1-13/32 
1-13/82 
2-20 /32 


67 


Many State and City issues are now selling 
at better than a 4 per cent basis. Municipal 
prices, even at their present levels, are lag- 
ging behind prices of high grade issues of 
other groups, the difference in security and 
tax exemption justifying a wider yield differ- 
ential than now exists. 


Railroad Issues 


For the first time in many years, Atchison 
General 4s, the premier railway investment, 
sold during the month to yield less than 4.20 
per cent. The striking improvement in high 
grade rail issues generally during recent 
weeks, while due in part to steadily improving 
railway credit, is also a reflection of the cur- 
rent movement away from lower yield Gov- 
ernment obligations. Bonds of all the leading 
railway systems were active, the most marked 
accumulation taking place in underlying bonds 
of the Canadian Pacific, the Great Northern, 
Illinois Central, Baltimore and Ohio, Chesa- 
peake and Ohio, Chicago and Northwestern, 
St. Louis and San Francisco, and others. The 
prompt flotation of $30,000,000 new 4% per 
cent refunding bonds of the Chicago Burling- 
ton and Quincy, furnished an added stimulus 
the rail group. New bonds immediately sold 
on a “when issued” basis fractionally above 
the offering price. This fifty-year issue is con- 
sidered particularly desirable at this time 
when so many railroad issues are being re- 
funded to reduce interest charges and so much 
railroad financing is being projected through 
the sale of stock. During the post-war read- 
justment period, when the railroads were la- 
boring under unusual handicaps, practically all 
rail financing was done through borrowed 
funds with the result that capital structures 
were thrown out of the balance. The propor- 
tion of bonds to stocks for all American rail- 
roads at the end of last year was around 57 
per cent for bonds and 43 per cent for stocks. 
Now that the railroads have won back well 
merited public confidence, railroad officials and 
bankers hope to establish over a period of 
years a capital structure which will show 
stocks and bonds in about a fifty-fifty propor- 
tion. New stock issues are destined to occupy 
an important place in the financing plans of 
our principal systems while this better balance 
is being brought about. 


Foreigns 


Further recognition of the investment val- | 
ues to be found in the foreign field was evident | 
in the upward movement of prices in the fore- 
ign bond group. With the growing ability of 
many foreign countries to meet their capital 
needs in their own home markets, the tendency 
is now toward a reduction in the volume of 
new issues, particularly from Europe. Striking 
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evidence of this improvement is to be found in 
@ermany. During the past three years Am- 
erican investors have had opportunity to invest 
in the securities of German industrial and 
public utility companies which before the war 
ranked among the strongest in the world. 
These securities were offered at high rates and 
in many cases were made additionally attrac- 
tive by inclusion of stock warrants or conver- 
sion privileges. The growing ability of many 
of these corporations to meet their new capital 
needs at home has been one of the factors 
tending to make their American offerings 
more valuable. Securities of the Rhinelbe 
Union, German General Electric, Siemens- 
Halske, and others carrying warrants show 
= holders a most attractive profit at present 
evels. 


Among the important new foreign issues 
during the month was a $20,640,000 offering 
of City of Tokio Sinking Fund 5%4s guaranteed 
by the Imperial Japanese Government. The 
bonds are due on October Ist 1961 and have a 
sinking fund calculated to be sufficient to re- 
deem the entire issue on or before maturity. 
The bonds were offered at 89% and interest 
and immediately sold at one-fourth per cent 
premium when admitted to “when issued” 
trading. The successful flotation of a new 
$7,500,000 issue, City of Brisbane 30-year Sink- 
ing Fund 5s, calls attention again to the pos- 
sibilities of Australia as a field for American 
investors. The Brisbane issue is guaranteed 
by the State of Queensland. Bonds are non- 
redeemable for twenty years except for sink- 
ing fund and were offered at 96 and interest 
to yield over 5.26 per cent to maturity. - Al- 
though following an exceptionally heavy 
run of new issues, the $30,000,000 issue of 
City of Rome 25-Year Sinking Fund 6%s at- 
tained almost sensational success. The issue 
was offered at 91 and interest to yield over 
7.25 per cent to maturity, and was immediately 
over-subscribed. At this writing the bonds 
are selling on a “when issued” basis at around 
92%, having sold up to 923% on the day of 
original offering. The activity in new Rome 
bonds stimulated other Italian securities, par- 
ticularly Italian Government 7s, which ad- 
vanced over a point upon announcement of 
the issue. 


Gold and Silver in 1926 


Mr. Joseph Kitchen, of London, who is 
prominently connected with gold mining in 
South Africa and elsewhere, and whose esti- 
mates upon annual gold production are usually 
the earliest published, has issued an estimate 
for 1926 in which he places the world’s total 
at £82,000,000, or approximately $410,000,000. 
This is about $5,000,000 greater than his fig- 
ures for each of the two preceding years, but 





his figures for these years are a little higher 
than those of the Director of the Mint, who 
estimated 1924 at $393,400,000 and 1925 at 
$394,000,000. 


Mr. Kitchen says of the increase which he 
calculated in 1926 that it was all obtained in 
the Transvaal, which rose to a new record. No 
appreciable increase was shown by any of the 
other countries. It is a disappointment that 
Canada did not make a new record. The 
United States, according to figures made by 
the Bureau of the Mint, and the Bureau of 
Mines produced in the year $47,299,000, a de- 
cline of $2,561,000 from 1925, and the lowest 
production in any year since 1895. According 
to the figures of the Bureau of the Mint the 
highest world output in any year was in 1915, 
when the total was about $470,000,000. 


More important than the slight increase of 
production obtained in the Transvaal was the 
fact that the importations of India were upon 
a much smaller scale than in 1925 or 1924, in 
fact were less than the average of a number of 
vears preceding the war. In 1924, India took 
$145,908,832, in 1925 $216,527,951 and in 1926, 
$68,671,831. The balance of trade is the prin- 
cipal factor in the movement of gold and silver 
to India. 


When the takings of India and consumption 
in the arts in other countries are allowed for 
it becomes a serious question whether the 
amount of new gold annually available for ad- 
ditions to bank reserves is sufficient to supply 
the increasing demand for bank credit in the 
future, if the practice of maintaining reserves 
of 40 to 50 per cent against all liabilities is to 
be maintained. Professor Gustave Cassel, of 
the University of Sweden, has taken the lead 
in urging that it is not, but he believes the 
situation can be met by modifying the reserve 
requirements. 


The largest accumulation of gold during the 
year by a banking institution was by the 
Reichsbank of Germany whose holdings in- 
creased by approximately $100,000,000, the re- 
sult of course of German borrowings abroad. 
The gold reserves of the twelve Federal Re- 
serve banks of the United States increased by 
approximately the same amount. The Bank 
of England gained approximately $30,000,000, 
a good showing in view of the bad business 
year, but it did not bring the total up to the 
high point of 1925. 


The price of silver suffered more violent 
fluctuations in 1926 than for several years, due 
in part probably to the disturbed conditions in 
China and in part to uncertainty as to the fu- 
ture policy of India toward the use of silver. 
From August, 1921, to September, 1926, the 
average monthly price of silver in New York 
was never below 62 cents per ounce. The 
price fell from 65.48 in June, 1926, to 53.47 in 
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December, but has since improved to about 
55 cents. 


The agitation in India about silver was 
largely due to the violent exchange and price 
fluctuations during and following the war. 
They prompted a demand for a monetary sys- 
tem, more certainly based upon gold, and the 
Indian Government was inclined to favor the 
movement from the fact that the Indian cur- 
rency reserve holds a very large accumulation 
of rupee coins which at present are a dead 
asset. This accumulation resulted from the 
enormous importations of silver in the four 
fiscal years from 1916 to 1920, when India had 
enormous trade balances in her favor. It will 
be remembered ‘that the demand for silver for 
India in 1918-20 ran the price of silver bullion 
up to a figure in excess of the face value of the 
United States silver dollar, and that to meet 
the emergency demand for means of making 
remittances to India the United States Govern- 
ment sold large quantities of silver dollars 
from its reserves. 

After the break in prices in 1920 less money 
was required in circulation in India, as else- 
where, and a large quantity of these coins be- 
came redundant and were paid into the 
Treasury. At the end of 1926 the accumula- 
tion was equivalent to about 275,000,000 fine 
ounces. The Government proposed to sell this 
silver gradually and buy gold, but the Royal 
Commission appointed to consider the entire 
subject of reorganizing the monetary system 
decided against any radical change of policy 
regarding silver. It did however recommend 
a gradual disposition of the accumulation over 
a period of ten years. This recommendation 
was the unsettling influence at the time the 
report was published, and still hangs over the 
market. The feeling has gained strength in 
the silver trade that no great change in the 
silver situation will result from the report, and 
that either the existing surplus of coins will 
be absorbed in circulation or the Government 
will manage the necessary disposition without 
serious disturbance. It is a surprising fact 
that while the Indian Government has b ought 
no silver since 1920 the importations for pri- 
vate use have continued on a large scale. In 
1925 they aggregated 106,700,000 fine ounces, 
but in 1926 were reduced to 91,500,000 ounces, 
which is still above the average of pre-war 
years. These importations, indicating as they 
apparently do an irrepressible demand for sil- 
ver in India, tend to give reassurance as to 
the future of the white metal, although the 
situation cannot be regarded as entirely clear. 
Another remarkable fact, as reported by 
Hanly & Harmon in their annual brochure re- 
viewing the silver market, is that importations 
of silver into China last year amounted to 
76,000,000 ounces. Thus India and China to- 
gether took nearly 170,000,000 ounces out of 


an estimated world’s production of 241,600,000 
ounces. No wonder uncertainties about the 
wants of these two countries influence the sil- 
ver market! 


The Indian Assembly has adopted the recom- 
mendation of the Royal Commission that the 
value of the rupee in the new system should be 
fixed at 18 pence, or approximately 36 cents, 
instead of 16 pence, or 32 cents, as the opposi- 
tion had sought to make it. This was the only 
feature of the report to which strong objection 
was made. The lower exchange value of the 


rupee was advocated on the ground that it 
would favor the domestic industries in India 
by making importations more costly. The 
higher value was advocated by the Commis- 
sion on the ground that this had been the pre- 
vailing rate for several years and that values 
were adjusted to it. 


Monetary Reform in Brazil 





The Government of Brazil has been planning 
for some time to accomplish a monetary re- 
form which would establish the country’s 
monetary system on a gold basis, stabilize its 
exchanges and afford the industries and busi- 
ness interests a firm and certain foundation 
for operations. The troubled state of its 
finances has dated back even beyond the out- 
break of the European war, for the nation had 
incurred a large foreign debt for railway con- 
struction and other public purposes, and after 
a period of rapid expansion was passing 
through an experience of depreciation and hard 
times even before the war began. Its chief 
reliance for the means of meeting foreign in- 
terest charges was the proceeds of its two 
leading export products, coffee and rubber. 
The latter suffered by the development of 
plantation production in Asia, and the market 
for coffee was seriously affected by the war, 
moreover the price of coffee at times has been 
very much depressed. Without adequate ex- 
ports, the foreign exchanges were depressed, 
the internal currency depreciated, treasury 
revenues were inadequate to meet rising ex- 
penditures, and succeeding administrations 
were confronted by very serious difficulties. 

The administration of President Bernardes, 
which terminated November 15, 1926, was 
marked by resolute determination to improve 
these conditions. He entered upon his term of 
office with a declaration of intention to restore 
budgetary equilibrium, and was successful in 
increasing revenue receipts through more ade- 
quate methods of collection and the enforce- 
ment of economy in all the departments of 
the public service. However the budget was 
balanced partly by the payment of extraordi- 
nary expenses, especially of railroads, in bonds 
as well as cash. The deficit of 1923 was cut in 
half in 1924 and disappeared the following 
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year, while the 1926 figures have indicated 
similar results. This evidence of financial 
stability is reflected in the rise of from 20 per 
cent to 30 per cent in the market value of 
Brazilian sterling bonds. 

The plans of President Bernardes for finan- 
cial rehabilitation were seriously affected by 
the civil disorder occurring in Sao Paulo and 
other states in 1924, nevertheless substantial 
improvement had been achieved at the end of 
his administration. 


The New Gold Unit 


President Bernardes has been succeeded by 
President Washington Luiz, who lost no time 
in giving assurance of his purpose to enforce 
economy in administration, maintain the budg- 
etary equilibrium, and furthermore proceed as 
rapidly as practicable to definite plans for the 
stabilization of the currency through conver- 
tibility into gold on demand. Within less than 
a month from taking office he caused a Dill 
looking to this end to be introduced in the 
Chamber of Deputies and it promptly became a 
law. The act creates a new gold unit, to be 
known as the “Cruzeiro”, the same to be 
divided into 100 parts. The gold coins are to 
be nine parts fine and one part alloy. The 
outstanding currency shall be convertible into 
gold at the rate of 0.200 milligrams per mil- 
reis, which will mean a value of approximately 
11% cents in United States money. To the 
maintenance of this value is pledged the gold 
reserves already in hand, whatever budget bal- 
ances may be available, the proceeds of loans 
contemplated for this express purpose, and the 
share of the profits of the Bank of Brazil ac- 
cruing under the act of 1923. 

The Office of Stabilization is to be estab- 
lished in the Bank of Brazil, which will 
undergo reorganization to some extent in 
conformity with the present plan, and branches 
will be established in London and New York. 
The Executive Power is authorized to carry 
out credit operations, either domestic or for- 
eign, which may be necessary for the execu- 
tion of this law, determining the maturities, 
interest, sinking funds, etc. 

The date from which stabilization is to be 
effective is not named in the law, but is to be 
fixed after six months previous notice by a 
decree of the Executive Power. The notice has 
not yet been given, and presumably will not 
be given until the desired foreign credits and 
other preliminary arrangements have been 
completed. 

These are orderly steps and indicate a defi- 
nite and matured purpose. Moreover, the 
stability which Brazilian exchange has ex- 
hibited since the announcement was made has 
indicated that the situation is under control. 
That it is highly desirable to have the mone- 
tary system of Brazil brought into stable 


relations with the systems of other countries 
there can be no question, and this can be ac- 
complished only by attaching the Brazilian 
system to the gold standard. 

The natural resources of Brazil are almost 
illimitable, and the world has need of them. 
With a sound monetary system firmly estab- 
lished there is good reason to believe that for- 
eign capital will flow into the country for the 
development of these resources, that immigra- 
tion from Europe will be promoted and that 
a new era of prosperity will open. It is im- 


portant, however, that the steps in monetary 
reform be carefully taken in order that no 
disappointment may result to either home or 
foreign investors who take action on the 
strength of the Government undertakings. 


A Low Exchange Rate 


The value which has been announced for the 
milreis is a low one, in comparison with the 
rates of exchange which have ruled over much 
of the time in recent years, in fact it is near 
the minimum rate. This undoubtedly will 
work hardship to investors whose capital is 
fixed in terms of the domestic currency—the 
creditor class, but the necessity for action of 
some kind has been apparent. The distin- 
guished member of the Chamber of Deputies in 
introducing the bill referred to fluctuations 
over the last six years in the following lan- 
guage: 

No one knows, with certainty, the value of his be- 
longings, nor his profits on sales or purchases, There 
is no stable basis for business with foreign countries 
in relation to goods imported and exported, because 
every transaction becomes an exchange speculation. 
Suffice it to cite that the milreis was worth 15 pence 
(30 cents) six years ago, 5 pence (10 cents) a year 
ago and 8 pence (16 cents) six months ago, showing 
a depreciation of 60 per cent between the first two 
periods mentioned. 

A higher rate of conversion had been con- 
templated by the previous administration. Un- 
der a contract entered into by the Government 
with the Bank of Brazil in 1923 for the issue 
of bank note currency, the bank engaged to 
use its surplus profits to redeem currency 
monthly and under this plan the total of paper 
money in circulation was reduced approxi- 
mately 12 per cent. The reduction in volume 
of the currency was-intended to gradually in- 
crease its value and the plan was that when 
this might reach 24 cents for each milreis the 
paper money should be stabilized by the use of 
the gold fund for conversion on demand. 

This original plan for stabilization at 24 
cents (or 12 pence) might have been carried 
through but for the unfortunate disturbances 
in 1924 which caused further depreciation of 
the currency through lack of confidence and 
interference with the normal supply of coffee 
bills. The rise of prices had stimulated busi- 
ness, notably an expansion of the textile in- 
dustry, and had the effect of getting all the 
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industries, including coffee-growing and cot- 
ton-growing on an inflated basis of costs. 
Then, as confidence was restored and the pub- 
lic began to realize that the policy and profits 
of the Bank of Brazil were actually reducing 
the currency, prices rapidly declined. Credits 
had been largely expanded, and a severe crisis 
followed, as evidenced by long lists of failures 
and creditors’ agreements involving in many 
cases very substantial amounts. 

This situation undoubtedly caused much 
pressure to be brought upon the Government 
for the modification of the pending monetary 
policy. The leader in the Chamber of Depu- 
ties, quoted above, continuing his speech, set 
forth the situation as follows: 

During this period of depreciation, where it re- 
mained for some time, various enterprises and indus- 
tries became established in the country, including the 
production of cotton, wool, sugar, cocoa, etc.; coffee 
plantations were extended as well as those of other 
products; cattle raising was increased—at a time 
when it took 48 milreis to purchase a pound sterling. 
On this basis lands were purchased, agricultural and 
industrial machinery installed, raw materials acquired 
and labor costs adjusted. 

Confidence was renewed, loans were made, gold 
commenced to flow in and exchange rose to 8 pence, 
making the pound worth 30 milreis. That which is 
produced on the basis of 48 milreis cannot be sold on 
a 30 milreis basis, without ruin to the producer. 
Bankruptcies and compositions occurred in business, 
industries halted operations, tax collections became 
difficult, exports receded, and exchange suffered a new 
collapse, the pound becoming worth 40 milreis. New 
capital losses, new efforts for appreciation, new 
diminution of production occurred and repeated them- 
selves. Low exchange destroys capital, but when it 
appreciates it destroys production. 

What country can live and prosper with its capital 
and production in chaos? This situation cannot con- 
tinue; we must remedy it as rapidly as possible if 
we are to live and prosper. It is our duty to suppress 
the fluctuations of our currency. To do this we must 
suppress our paper money; we must adopt, have and 
maintain a fixed gold standard. 


The Universal Experience 


It will be seen that the situation and ensuing 
discussion in Brazil has been very similar to 
what has occurred in other countries, during 
the period of inflation and monetary deprecia- 
tion. In Denmark, Norway and Japan the 
currencies have been restored to the pre-war 
values, despite the fall of prices in each case 
and the protests thereby aroused. In Italy the 
process of raising the value of the currency is 
still going on, no point for stabilization having 
been named as yet. In France, the Government 
has raised the value of the currency since last 
July from about 40 francs to the dollar to 
about 25. On the other hand, Belgium, after 
raising the value of its unit about one year 
ago to approximately 4 cents was obliged to 
abandon the effort on that basis, and about six 
months later inaugurated a fresh attempt on 


the basis of about 2.6, which appears to be 
successful. Great Britain restored its cur- 
rency to the pre-war standard, and its indus- 
trial troubles during the past year have been 
familiar. The United States did not leave the 
gold standard, but the world-wide disturbance 
of industry and prices, together with the defla- 
tion of gold prices, has produced results even 
here which at least enable us to understand the 
greater difficulties in which other countries 
have been involved. 


Another reason for the adoption of some 
practicable method of assuring approximately 
fixed value for the milreis is the necessity of 
every possible means of assistance in connec- 
tion with the protection of the coffee crop of 
1927-28, which promises to be larger than 
usual. Notwithstanding the steps taken to 
withhold offerings, the price has suffered a 
material decline within the past year, and 
future deliveries in the new crop year are 
now selling as much as 25 per cent below the 
spot market. With the milreis fixed at a low 
value, the position of the planter at least will 
not be made worse by an appreciation in the 
value of the money, which would result in his 
receiving a smaller sum for his crop. His re- 
turns will be commensurate with his expendi- 
tures on the crop, at least so far as affected 
by the relation of the domestic currency to 
foreign currencies. 


The world has had too much experience in 
recent years with currency fluctuations and the 
reorganization of monetary system to be very 
critical of the policies adopted by the several 
countries to reach a firm basis. It is recog- 
nized that these troubles have been mainly due 
to world conditions, beyond the control of 
any one country. While the interests of 
foreign investors and traders are unavoidably 
affected in each instance, it is only in the same 
manner that domestic interests are affected, 
and it must be assumed that each Government 
will do what under the circumstances seems 
to be best for its country. Looking to the 
future, the main thing everywhere is to get 
away from an uncertain currency and estab- 
lish business on the world’s basis of values. 
Even long-time creditors, including mortgage 
holders and savings depositors, foreign inves- 
tors who have converted their capital, and the 
holders of bank shares, in whose cases ac- 
cumulations of capital have thus been partially 
devalorized, may find their interests best 
served in the long run if the value of their 
incomes is fixed in relation to gold and the 
country enters upon stable prosperity. 
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